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NOTES TO CONSO~10ATED FINANCIAl STATEMENTS
(Dollars in Millions Except Per Share Amounts)

(Unaudited)

(al ACCOUNTING POLICIES - The consolidated financial .tatement. have
been prepared by American Telephone and Telegraph Company (-AT&T"
or the ·Company") pur.uant to the rules and regulation. of the
Securities and Exchange Commi.sion (-SEC") and, in the opinion of
management, include all aCSju.tments, consi.ting of only normal
recurring aCSjultmentl neeeisary for a fair Itatement of the
ccn.olidated results of operations, financial position an~ ca.h
flows for each period pre.ented. The con.olidated financial
Itatements include the Iccount. of foreign entitie. ba.ed on
their fi.eal year, which ends eit~.r November 30 or December 31.
The consolidated results for inter~m periods are not neees.arily
indicative of result. for the full year. The.e financial
Itatements should be read in conjunction with AT&T'I 1992 Annual
~eport to Shareowners and ro~, 10-~ for the year ended December
31, J99~.

Certain prior year amounts have beer reela.sified to eonfo~1 with
the current pre.entation.

i

(b) CHANGES I~ ACCOU~T!NG PR!NC!P~IS

CHANG! IN ACCOUNTING ro~ POSTRITIRI~~NT BENtrITS OTHt~ THAN
PENSIONS - Effective January 1, 1993, AT&T adopted Statement of
Financial Accounting Standards ("SrAS") No. 106, "Employers'
Accounting for Postretirement Benef~ts Other Than Pensions." This
.tand.rd requires companies to accrue for estimated future
postretirement benefit expenses during the years employees are
working and earning benefits for retirement. Previously, AT&T
expensed retiree health care benefit. as claim. were incurred and
life insuranee benefit. as plan ••••ts were funded.

Under the new standard, AT'~ has an accumulated postretirement
benefit o~li9.tion related to past .erviee from current retiree.
and active employees. A portion of that liability was provided
for by fundin; grouF life inluranee benefit. and by funding
~rusts for health care benefit. prior to 1993.

In addi~ion, AT&T reimbur.es ~he divested .ell Sy.tem Regional
Holding Companies for a portion of their co.t. to provide health
care benefits, increa.e. in pen.ions, and other po.tretirement
benefit. to pre-divestiture retiree. under the terms of ~he

Dive.titure Plan of ~eorganization. Through 1992, the.e
reimbursement. were expensed a. incurred. AT'T recognized ~he

liability for the•• po.tretirement benefit expen.e. in conneetion
with ~he adoptior of SFAS fio, 106.
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NOTES TO CONSOLIDATED FINANCIAl STA~tMt~7S (CONT'D)
(Dollars in Millions Except Per Share Amounts)

(lJnaulhte~ )

AT'T eleeted to record a one-time charge of $11,317 to record the
~nfunded portion of the accumulated po.tret1rement benefit
o~li;ation under SFAS No. 106 and the po.tretirement liability
related to the dive.ted .ell Sy.tem Regional Holding Comp.nie. a.
of J.nuary 1, 1993. The ch.r;e reflect. the recognition of
accumulated postretirement benefit o~li;ation. of $12,986, net of
$1,669 of plan ••••t. and amount. previou.ly recorded. An after­
ta~ charge of $7,023 ($5.21 per ahare), including Sl,375 for pre­
dive.titure retirees, wa. recorded a. the cumul.tive effect of an
accounting change in the fir.t quarter of 1993.

Apart from this charge, the ne~ method of accounting for
po.:retirement benef~t expense. h.~ no material effect on net
income for the first quarter of 1993. Thi••ccountin; change ~o~s

not affect ca.h flows. See alao Note Ifl.

CH~;Gr IN ACCOUNTINC FOR INCO~X TAXES - A~.o effective January 1,
19;3, AT&T adopted SFAS No. 109, "Accountln; for Income T.xe•. "
Amon9 other provisions, thi••tandard require. deferred tax
balance. to be determined uain; the enacted income tax rate for
the years in which t.xe. wi~l be paid or refund. received. Prior
to 19$3, AT&T'. deferred ta~ account. reflected the atatutory
rate. that were in effect wher the deferrals were initiateQ.

The adoption o! SFAS No. 109 resultec in a net ineome benefit of
$383, or $.28 per .hare. Thi. bene!lt was recorded as the
cumulative effect of an accounting change in the first quarter of
lH3.

Apart fro~ this benefit, the ne~ method of aceounting for ineome
taxes had no material effect on net income for the three months
enced March 31, 1953 and is not expected to have a material
effect on net income in future periods unless statutory ~ax rate.
change. Financial atatement. for pr~or years were not re.tated.
This accOUntlng change ha. no eftec~ or ca.h flows. See alao Note
(;) .

(c) INV!:NTO~I£S - Inventorie. at, March JL 1993 and December 31, 1992
were •• follows~.

I -

Completed 900dl ••.•••••• '.•.. " ..'
Work-in-procels and raw

materials So ~, '••' .'

Total inventories ..••••••••.••.

March 31.
1993

Sl,8B7

1,142
$3.029

December 31,
1992

$1,689

970
$2,659
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~OTIS TO CONSOLIDATED FINANCIAl STATEMENTS (CONT'D)
(Dollars in Millions Except Per Share Amounts)

(Unaudited)

The propo.ed ~r.nsactions are atill being negotiat.d and ~here i.
no a.surance that a final agreement will be r.ach.d. Any final
agr.ement i. au~ject to approval by AT'T'. Board of Director.,
McCaw'S Board of Dir.ctor. and applicable gov.rnment ag.ncies.
Financing for the propo.ed transaction. ~ay includ. n.wly iaau.d
ahar•• of AT'T common atock a. well a. de~t.

In re~ruary 1993, in a aaparata ~ransaetion frem the propoa.d
atrategic alliance de.cribed a~ove, AT'T acquir.d an approx~ate

" int.relt in McCaw when McCaw .xercised an option, granted by
AT'T, to sell AT'T approximately 14.5 million nawly is.ued ahares
of McCaw'. Clals A Common Stock at $27.625 per ahare, for a total
COlt. of $400. As a r ••ult of thh tranuction, it is proposed
that t~.e number of aharel and the price per ahare of the ahar.s
to be purcha.ed from McCaw under the propo.ed tran.action,
de.cribed a~ove, would be adjulted so that the total ahare.
purcha.ed will be approximately 4i.6 mil~ion shares at a co.t of
$2,000 plus interest from December 3), 1992.

In January 1993, a petition wal filed with the rederal
Communication. Commi.lion (~FCC~) ~y three regional t.l.phone
companies requelting an inve.tigation into AT'T'. inv••tment in /
McCaw. Tho.e companies claim that an alliance between AT'T and
McCaw would create a dominant, nationwide, vertically-integrated
telecommunicationl aervices company. They auggest that the FCC
ahould remove regulatory reltrictions that inhibit their ability
to compete with AT'! and McCaw or, if luch re.trictions cannot be
lifted, that the FCC .hould impole tho.e .ame restrictions on
AT&! and MCehl, The matter is currently pending.

(f) POSTRETIRE¥~NT BENEFITS OTHE~ THAN PENSIONS - AT'T's benefit
plans for retirees include health care benefit., life insurance
coverage and di.counts on long di.tance telephone .ervice. for
the majority of it. retir.es. Although th••e b.nefit planl are
el.entially noncontributory, AT'T plac.d upper limits on it.
contri~ution. toward h.alth care cov.rag. for aome r.tir••••
The.e cap. were ••ta~li.h.d in 1989 and will ;0 in~o effec~ on
July 1, 1995 for all fu~ure r.tir.e. and all employ••• who retire
on or after March 1, 1990. The•• cap. do not ltmit tha paymentl
mad. in the .vent of a claim; rath.r, thay will result in
retir.e. aharing in the co.t of prOViding h.alth car. covera;••

POltr.tiremant b.nefit plan contribution. ara principally
d.t.~,in.d u.ing the modifi.d attain.d ag. normal .ethod for
health care ban.fit. and the aggr.gat. co.t method for group life
in.urance benefitl. AT'T ha. fund.d it. group life insuranc.
benefitl for many yaar. and c.gan funding trulta for h.alth ear.
benefit. in 199:
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NOTES TO CONSO~IDATED FINANCIAl STATEMENTS (CO~T'D)

(Dollar. in Million. Except Per Share Amounts)
(Unaudited)

The component I of the net pc.tretirement benefit pl.n COlt for
AT'T'. employee••nd retiree. for the three ~onth. end.d
Harch 31, 1993 were •• follow.:

Service co.t -- benefit. e.rned durin; the period
Intere.t co.t on .ccumulated pc.tretirem.nt

benefit obli;.tion
Exp.ct.d return on pl.n ••••t.
Amorti&.tion of unr.co;ni&.d prior .ervice co.t
Net po.tr.tir.m.nt ben.fit co.t

The following t.~l••how. the fund.d .tatu. of AT'T'.
po.tr.tir.ment b.nefit pl.n. r.concil.d with the amount
recognized in the ~on.olidat.~ b.l.~ce .h.et .1 of
".nu.ry 1, 1993:

Accumul.t.d postr.tirement ben.flt obli9.~ion:

Itetir.e.
Fully .ligi~le active pl.n particip.nt.
~h.r .ctive plan participant.

Accumulated po.tretirement benefit obli;ation
Pl.n ••sets .t m.rket value, primarily li.t.d Itockl.

corporate and ;overnmental de~t, c.sh and
calh .quivalents .nd life in.urance contr.cts

Unfunded postretir.ment b.nefit e~lig.tion

Unrecognized prior lervice COlt
Accrued postretir.ment benefit obli9.~~or

5 24

217
("5)

7
5203

$ B,lOl
1,02S
1,703

10,S89

2,294
B,S9S

228
$8,367

The AT'T plans providing po.tr.tir.ment h.alth car. b.nefit••nd
discounts en lon; di.t.nce ••rvic•• w.re und.rfund.d •• of
".nuary 1, 1993. The .ccumulat.d po.tretir.ment b.n.fit
o~lig.tion .nd pl.n ••••t. for th••• plan. w.r. $9,613 .nd SS73,
re.pectively •• of "anu.ry 1, 1993.

The weight.d-.v.r.ge di.count r.te u••d in d.t.rmining AT'T'.
po.tretirement b.nefit o~ligation under SFAS 106 .t J.nu.ry 1,
1993 was B.2S\. The expect.d long-t.rm r.t. of r.turn on pl.n
••Iet. was 9.0\. Th••••um.d rat. of incr•••• in the per c.pit.
co.t of cover.d h.alth c.r. ben.fit. (i ••• , the h.alth car. COlt
tr.nd r.t.) wal 9.S\ for 1993, decrealing vr.d~.lly to 5.6' by
the y.ar 2021 and r.maining level ther.aft.r.
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~he bealth car. cost ~rend rate a ••umption ba. a lignificant
effect on the amount. reported. 70 illu.trat., incr.a.ing the
a"umed trend rat. by 1\ in each y.ar vould rai•• the .rAS 106
accumulated pOltretirement benefit obligation for AT'T'. benefit
planl at January 1, 1993 by $714, and t.he aggr.gat. of the
.ervice COlt and int.r.lt COlt component. of net pOltr.tirement
benefit COlt for the three monthl ended March 31, 1993 by 519.

In addition to the above liability for AT'T'. poltretirement
b.nefit plan cOltl, AT'T'. unfunded liability to the .ell Sy.tem
Regional Holding Companies for pre-dive.titur. r.tir.e. va.
$2,310 at January 1, 1953. This liability wa. record.d and
immediately reco;niud in connectioTi with AT'!'. adoption of BrAS
106.

(9) INCOME TAXIS - Deterred tax a••ets and li.bilitie. r.pr••ent the
amour.t of taxes .xpecteclto be paid or refunded in future period.
a. a re.ult of difference. in the book and t..x ba.e. of various
other ••••t. and liabiliti••. The co~pon.nt. of deferr.d tax
a.lets and l.iabiliti.1 a. of "anuar)' 1, 1993, after adoption of
SFAS Ne. 109 and SFAS Ne, 106 are •• 1.0110w.:

Property, plant .nd .quipmer.t
BUline•• r.strueturing chargeE
Employee pension., other post··

r.tirement benefltl and other
benefits

Reserv.s and allow.nces
Unamortized inve.tment tax cred~ts

Oth.r

Total deferred taxe.

Deferred Tax
A•••ts

S 95
831

4,318
1,28'

141
'43

Def.rred Tax
l.iabilitiel5

$3,2S4

1,031
453

US

$5,2B3

(h) AT&T CREOI! HOlDINCS, INC. - In connection with a r ••tructuring
of AT'T C.pit.l Holding., Inc. (formerly AT'T Capital
Corpor.tion) .ff.ctiv. M.rch 31, 1993, AT&! i ••ued a dir.ct, full
and uncondition.l vu.rant.e of all the out.tanding public
ind.btedne•• of AT'T Credit Holdings, Inc. (formerly AT&T Credit
Corporation). AT&T Credit Helding., Inc. i. a wholly own.d
8ublidiary of AT&! Capital Holding., Inc., which i. a wholly
own.d 8ublidi.ry of AT'T. A. a re.ult of the re.tructuring, AT&T
Cr.dit Bolding., Inc. will e•••• filing periodic report. und.r
the Securitie. Exchange Act of 1934
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HANAGE~~NT'S ~lSCVSSION AND ANAlYSIS or
~Stn..rs or OPEAATIONS ANti FINANCIAl. CONDITION

MANACEMEWT'S »:SCUIIIOR ~ AHALTIII

AT'T'I income b.for. cumul.tiv. eff.ctl of .cceunting chang.1 va. $996
millien, er S.74 per ahar., in ~he firlt qua~.r ef 1993, a 12.8
perc.nt incr•••• frem S8S3 millien. er $.67 per ah.re in ~he firat
qu.rt.r of lU2.

Effeetive J.nuary 1, 1993, AT'! .dopt.d Statem.nt of Finaneial
Aecounting Standard. (~SFAS~) Ne. 106, -Empleyera' Accounting fer
Peltr.tirem.nt .enefit. oth.r Th.n '.n.ien.,~ and IFAS Ne. 109,
-Acceunting fer Inceme T••••• • AT'T r.cegniz.d ~h. cumulativ. prier
y••r.' eff.ct. of accounting ch.nge. in the firlt quart.r of 1993. The
cumulative prior year.' .ff.ct of the change in accounting fer
postr.tir.ment benefit expen.e. wa. a c~arge of $7.023 billien, net of
inceme tax benefit. ef $4.294 billien, The c~mulativ. prier y.arl'
.ffect ef the change in accounting fer income ta••s wa. a gain ef $383
million. Co~ine~. the.e accounting change. r.duc.d net income by
$6.640 ~illion or $4.93 per Ihare. A. a result, AT'T r.pert.d a loss
ef $S.644 ~illion, or $4.19 per Ih.re, for tha·quarter. (5•• al.o
Not•• (~), (fl and (g).)

The n.w accounting Itandard for postr.tir.ment benefit. requir.s
cempani.s to accrue ••timated postr.tir.ment b.n.fit expense. during ;
the y.ars .mploy.e. are werking and .arning benefit. for r.tirement.
Previeusly. AT&T expen.e~ retire. health care benefit. as ~he claims
v.re incurr.~ and life in.uranee benefits as plan a••etl w.r. funded.
The new accounting Itandard for income taxes r.quire. companies ~o

det.rmine the amount of their income taxe. ~a.ed on the .nact.d ~ax

rat•• for the periods when inceme taxes will be paid er r.fund.
r.ceiv.d. Seme of AT'T·. def.rred tax account. refl.ct.d the higher
tax rat•• in .ff.ct in prior year•. Oth.r than ~he pot.ntial impact on
inceme ~axes frem change. in It.tutory tax rate., th••e accounting
change. are not exp.et.~ to h.v•• m.terial .ffect on net income in
future perieds and they de not affect c.sh flew•.

Tetal r.venues ro•• to $15.719 ~illion from $15.375 ~illion in ~he

y.ar-a;o quart.r, primarily driven ~y grewth in financial and lon;
distanc•••rvice. and I.le. of network t.lecommunicatien. preduct. and
microel.ctrenic cemponent•. Operating incom. incr••••d te $1.625
~illien. a 12.7 perc.nt incr•••• frem the y.ar-ago quart.r, a. ~otal

ce.ts Itayed approxim.tely l.v.l d••pite the r.venu. growth.

Th. mor. d.tail.d di.cu.sien ~h.t follew. i. ba.ed en a compariaon of
~h. thr.e month••nded March 31. 1993 with the cemparabl. period of
1992, unl••• eth.rwi•• not.d.
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UNITED STATES

SECURITIES AND LXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

•.x.. QUARTERLY REPORT PURSUANT TO SECTION 13 OR lS(d) OF THE

SECURITIES EXCHANGE ACT or 1934

ror the q~8rterly period ended June 30, 1993

OR

••.•. !RJJ;SITION RtPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

Tor the transition period fro~ to __

cor.~ission file number 1-1105 I

k~tR!CAN TtLEPHONE AND TELEGRAPH COMPANY

A New York I.R.S. Employer
Corporation No. 13-4924710

32 Avenue of the Americas, New York, New York 10013-2412

Telephone - Area Code 212-387-5400

Indicate by cheek mark whether the registrant (1) has filed all
reports req~ired to be filed by Section 13 or lS(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such
shorter period that the registrant was req~ired to file such reports) ,
and (2) has been SUbject to such filing requirements for the past 90
days. Yes •• X.• No

At ~u~y 31, 1993 1,34/,580,000 common shares were o~tstanding.
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PART I - FINANCIAL INFORMATION
CONSOLIDATED STATEJoSENTS OF INCOME (CONT'D)

(Dollars in Millions Except Per Share Amounts)
(UnaucHted)

For the Three
Months Ended

June 30
1993 1992

For the Six
Months Ended

June 30
1993 1992

CU1=ulative effects on prior years
of changes in accounting for:

Postretirement benefits (net of
income taxes of $4,294) Cd) .•• 0 0 (7,023) 0

Income taxes (a) ••••••••I •••••••• 0 0 383 0
CUr.ul.lltive effects of

accounting changes~ ........... 0 0 (6,640; 0
Net Incor.:e (Loss.:) ............. t •• $1,044 $ 961 $(4,600) $ 1,e~4

10ieighted average COn'J'lion shares
outstancHng (~illions) .... 0 ••• 1,35:2 . 1,332 1,350 1,325

Per COr.u:lon Share:
Income before cumulative effects

I
of accounting changes .••.••••• $ .'7 $ .72 $ 1.51 $ 1. 39

CU%:lulative effects of accounting
changes .•••..... til • h .. '" ........ II •• (4.92)

Net Income eLos s) . 3' III .. ~ .. 1" ........... $ .77 $ .72 $(3.41) $ 1.39

Dividends declared per
cor..::on share .. " . •• iI ", ...... II •• $ ,,33 $ .33 $ .66 $ .66

See Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS (CONT'D)
(Dollars in Millions Except Per Share Amount)

(Unaudited)

LIABILITIES AND DETERRED CREDITS

Accounts payable .•••••••••••••••••••••••
Payroll and benefit-related liabilities.
Postretir.ment benefit liabiliti.s ..•...
Debt ~aturin; within one year •••.••..•..
Dividends payable .••••••••••••••.••.. '. , .
Other currentliabiliti.s •••••... , ....

Total current liabiliti.s ...•.•....... ,

Long-term debt includi~g capital
leases (f) ••••••••, ••••••••••••••• "" .... '"

Postretir.ment benefit liabiliti.s.. .
Other liabilities ...•..•••.........
Deferred inco~e taxes .••.••••••.••.
Unamortized investment tax credits.
Other aeferred credits .•.•.••......

Total liabilities' aeferred credits ..

Minority interests ... o ••••••••••••• , ••

SHAREO~~ERS' EQUIT¥
COw:lon stock - par value $1 per share.,.

Authorized shares: 2,000,000,000
Outstanding shar.s:
1,347,007,000 at June 30, 1993
1,339,831,000 at December 31, 1992

Additional paid-in capitaL ••.....•... " .
Guaranteed ESOP obligation .•••.•........
Foreign currency translation
.~justment•.•.•.......••.•••.•..•. ~.~.

Retained .arnings ..•...•••••••.•........

Total shareowners' .Quity•••••....•..•..

TOTAL LIABILITIES/SHAREOWNERS' EQUIT¥ ...•

June 30, Dec.mber 31,
1993 1992

$ 4,820 $ 5,045
2,944 3,336

560 \\
8,995 1,600

447 443
4,i75 4,962

22,541 21,386

7,381 8,604
\\7,968

4,714 2,634
544 4,660
314 350
197 iSl

43,659 37,815

433 452

1,347 1,340

11,726 11,425
(382) (407 )

(5) 65
973 6,498

13,659 18,921

$57,751 $57,188

See Notes to Consolidated Tinancial Statements.
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For the Six
Months Ended

June 30,
1993 1992

6,640 \\
1,776 1,757

836 828
287 39

(162) (534)
(723) (66)
(227) (1)

(570) (563)

(122) (73)

3,135 3,23).

operating Activities
Net income (loss) ••••••••••••••••••••••••
Adjustments to reconcile net income to

net cash provided by operating
activities:

CUmulative .ffects of accounting
change. (d) ••••••••••••••••••• ~ •••••

Depr.ciation•••••••••••••••••••...••••
Provision for uncoll.ctibl.s .•••.••••.
Provision for business restructuring ..
(Increase) in accounts receivable .....
(Incr.ase) in inventories ••••.••.....
(Decrease)in accounts payable .
Net change in other operating

assets and liabilities •.•••.••. , ....
Other adjustments for non-cash

items net t••••••• 11I .. '" .~ .. III • " •.• ~, ..

Net cash provided by operating
act i v i ties. . . . . .. _.. " .. H • • .. .. II Ill- ,~ '" 'j .. II I ~.. ~ ..

$(4,600) $ 1,844

Investing Activities
Capital expenditures net of proceeds

from sale or disposal of property,
plant and equipment of $88 and $81 ...

(Increase) in finance receivables, net
of l.ase-related repa~ents of $1,910
antS $2,21~ ,~ .• "'''.ll if.

Net (increase) in investments .........•
Acquisitions, net of cash acquired .. "" .
Other investing activities - net .

Net cash used in investing activiti.s.

Financing Activities
Proceeds from long-term debt issuance ..
Retirements of long-term debt ..•• , .•...
Issuance of co%D.tnon .har.s •••••.••....•
Treasury shares acquired ••••••..• " ....•
Dividends paid •••••••••••••••••••......
Increase (decrease) in short-term

borrowings - net •••••••••••••••.••..•
Other financing activities - net ...•.•.

Net cash used in financing activities.

(1,489) (1,696)

(1,085) (1,481)
(560) (33 )
(250) (90 )
(132) 41

(3,516) (3,259)

1,253 1,'22
(2,3'5) (2,064)

318 282
(1) (2)

(884) (868)

1,327 (88)
20 (99)

(362) (917)

(CON'I"Dl
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Cd) CHANGES IN ACCOUNTING PRINCIPLES

CHANGE IN ACCOUNTING FOR POSTRETIREMENT BENEFITS OTHER THAN PENSIONS ­
Effective January 1, 1993, AT'T adopted Statement of Financial
Accounting Standards ("SrAS") No. 106, "E:lDployers' Accounting for
Postretirement Benefits Other Than Pensions." This standard requires
companies to accrue for e.timated future postretirement benefit
expenses during the years employees are vorking and earning benefits
for retirement. Previously, AT'T expensed retiree health care benefits
as claims were incurred and life insurance benefits as plan assets
were funded.

Under the n.~ standard, AT&T has an accumulated postretirement benefit
obligation related to past service from current retirees and active
e~ployees. A portion of that liability vas provided for by funding
group life insurance benefits and by funding trusts for health care
benefits prior to 1993.

In addition, AT&T rei~burses the divested Bell System Regionai Holding
Co~panies for a portion of their costs to provide health care
benefits, increases in pensions, and other postretirement benefits to
pre-divestiture retirees under the terms of the Divestiture Plan of
Reorganization. Through 1992, these reimbursements were expensed as
incurred. AT&T recognized the liability for these postretirement
benefit expenses in connection with the adoption of SFAS No. 106.

AT&T elected to record a one-time charge of $11,317 to record the
unfunded portion of the accumulated postretirement benefit obligation
under SrAS No. 106 and the postretirement liability related to the
divested Bell System Regional Holding Companies as of January 1, 1993.
The charge reflects the recognition of accumulated postretirement
benefit obligations of $12,986, net of $1,669 of plan assets and
amounts previously recorded. An after-tax charge of $7,023 ($5.20 per
share), inclUding $1,375 for pre-divestiture retirees, was recorded as
the cumulative effect of an accounting change in the first quarter of
1993.

Apart from this charge, the new method of accounting for
postretirement benefit expenses had no material effect on net income
for the six months ended June 30, 1993 and is not expected to have a
material effect on net income in future periods. This accounting
change does not affect cash flows.
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MANAGEMENT'S DISCUSSION AND ANALYSIS or
RESULTS OF OPERATIONS AND FINANCIAL CONDITION

AT'T reported quarterly net income of $1.044 billion, or $.77 per share, in
the second quarter of 1993, an 8.7 percent increase compared vith year-ago
net income of $961 million, or $.72 per share, in the second quarter of
1992. For the six months ended June 30, 1993, income ~efore cumulative
effects of accounting change. vas $2.040 billion, or $1.51 per ahare, on
~otal revenues of $32.035 billion. In the comparable 1992 period, net
income was $1.844 billion, or $1.39 per share, on total revenues of $31.220
~illion.

Effective January 1, 1993, AT'T adopted Statement of Financial Accounting
Stan~ard. ("SrAS") No. 106, "Employera' Accounting for Postretirement
Senefits Other Than Pension.," and SFAS No. 109 "Accounting for Income
Taxes." AT'T recognized the cumulative effecta of accountin, changes on
prior year. in the first quarter of 1993, ~hich reduced net income by
$6.640 billion or $4.92 ~er ahare. As a result, AT'T reported a loss of
$4.6 billion, or $3.41 per share, for the six months of 1993, compared vith
inco~e of $1.844 billion, or $1.39 per share~in the same period in 1992.
(See also Note d). Other than the potential impact on income taxe. from
change. in statutory tax rate., these accounting changes are not expected
to have a material effect on net income in future period. and they/do not
affect cash flows. Effective Augu.t 1993, the federal statutory tax rate
increased to 35 percent, retroactive to January 1, 1993. This increase
will not materially impact 1993 net income"

Total revenues reached $16.316 billion in the quarter, a 3.0 percent
increase from $15.845 billion in the same period of 1992. Through June,
total revenues were 2.6 percent ahead of last year. For both the quarter
and six months, the increase primarily resulted from strong growth in aales
of products and systems, principally network aystems and microelectronic
products, and continuing growth in financial .ervice. and leasing revenue•.
Revenue. from the company's long distance telecommunication. service. were
about even with the year-ago quarter, and up slightly for the aix-month
perio~.

The net income and earnings per ahare fi;ures for the quarter and fir.t six
zonth. of 1993 include $287 million of costs to cover apecific plans for
restructuring activities that were announced previously, offset by a $211
million pre-tax gain on the aale of AT'T's remaining equity interest in a
sub.idiary, UNIX System Laboratories, Inc. ("USL") and other miscellaneous
credits.
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PART I - FINANCIAL INFORMATION
CONSOLIDATED STATEMENTS OF INCOME (CONT'D)

(Dollars in Millions Except Per Share Amounts)
(Unaudited)

For the Three
Months Ended
September 30,
1993 199:2

Fer the Nine
Months Ended
September 30,
1993 1992

Cumulative effects on prior years
of changes in accounting for:
Postretirement benefits (net of

income taxes of $4.:294) (f)
Income taxes (f) .. ' , ..
Cumulative effects of

accounting changes .

Ne: Income (loss) $j,073

(7.023)
383

(6,640 )

$ 963 $(3.527) $ 2,807

We:9~:ed average common shares
c;,;:standing (Tr,.ll1ions:, ... 355 1.336 1.351 1,329

Fer Co~~~~ Share:
l~come before cum~lative effects

of account ing changes , .
Cum~la:ive effects of accountlng

cha~ges ...
!'e: I::come 110S5

Divide::ds declared per
c:omrrlcr. sr.are

s . i9 ,_ $ . "12 $,2.30 S 2.11

(4.91)
S "9 S 72 $(2.61) $ :2 .11

I

S 33 S 33 $ .99 $ .99

SeE Nctts to Consolidated Financial Statements.
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CONSOLIDATED BAlANCE SHEETS (CONT'D)
(DoJlars in Millions Except Per Share Amount)

(Unaudited "

11,891 11.425
1355) (407 )

(11 ) 65
1,523 6,498

14.398 18,921

S59.453 S57.188

LIABILITIES AND DEFERRED CREDITS

Account. payable .
Payroll and benefit-related liabilities.
Postretirement benefit liabilities.
Debt maturing within one year ..
Dividends payable .
Other current liabilities ..

Total current liabilities .....

Long-term debt lncluding capital
leases .

Postretirement benefit liabilities
Other liabilities - .
Deferred income taxes o..o. •••

Ur.amcrtized investment tax credits
Other deferred credits .....

Total liabilities & deferred credits

Minc~ity interests .

S~Jl~!O~~RS' EQUITY
Common stoCk . par value $1 per share

Authorized shares: 2.000.000 DOC
Outstanding shares:
1.350.107.000 at September 3Cl, 1993
1.339.631,000 at December 31 1992

Additional paid-in capital.
G;,;~ranteed ESOP obligation ...
Foreign currency translation

adjustments.. . . .
Retained earmngs.. , .

Total shareowners' equity ....

70TA:. LlAE1LlT:IES/SHAREOWNERS EQUJTY

September 30.
199'3

$ 4,668
3,116

404
9.926

447
4.669

23,230

7.173
8.155
4.S4S

747
286
3"

44 _483

572

1. 350

December 31,
1992

$ 5, D4S
3,336

7.600
443

4.962

21.386

8.604

2.634
4.660

350
16:-

37.815

452

I
1.340

'I

II

See Notes to Consolidated Financial Statements ..
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CONSOL!DATED STATEMENTS OF CASH FLOWS
(Dollars in Mlllions)

lUnau~ited
For the Nine
Months Ended
September 30.

1993 1992

Operating Activities
Net ineome llolS) , .
A~justments to reconcile net income to

net cash provided by operating
activities:

Cumulative effects of .ccounting
ch.nges (f).............. . .

Deprecia: ion "
Provision for uncollectibles .
Prevision for business restructuring ..
(lncreasel in .ccounts receivable ..
(l~creasel in inventories .....
Increase Idecreaselin accounts

payable .
Net change i.1 other operating

assets .no liabilities
Other adjustments for non-cash

items - net , .
Ne~ cash prOVided by operating

ac:ivities. . ... "

lnvesting Activities
Ca~~tal expenditures net of proceeds

!rc~ sale or disposal of property,
plant and equipment of 5153 and 5133.

(lncrease) in finance receivables. net
o! lease-related repayments of 52.763
and 52.748 ...........•. '" .

Net (increase) in investments ..
Acquisitions. net of cash acquired
Other investlng activities .. net ..

Ne: cash useo :r. investing activitleS

F~n6ncing Activities
Proceeds from lon9-te~, debt issuance
Retirements of long-term debt ..
Issuance of common shares
Treas~ry sh.res acquired. . .
Dividends p.id ...•.............
Increase short-term borrowin;s· net ...
Other financing activities . net

Net cash provided by (used in)
fin.ncing .ctivities ....

(Com'D)

$(3,527)

6,640
2,657
1,196

310
(784)
(905)

(3S1)

(359)

(67 )

4,810

(2,269)

(2,018 )
(563)
(414 )
(161 )

(5.425)

2,058
(3,199)

482
(1 )

(1,330)
2.069

25

104

$ 2,807

\,
2.645
1.316

39
ll,213)

(112 )

80

(201 )

46

5,407

i

(2, 6BB I

12,824 )
(44 )

(135 )
49

(5.642)

2,513
(2,994 )

429
(2)

(1.307)
39

(79)

(1.001)
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~OTES TO CONSOLIDATED FINANCIAL STATEMENTS
IDollars in Millions Except. Per Share Amounts)

(Unaudited

ldl LOSS ON SALE OF STOCK BY SUBSIDIARY - In August 1993. AT&T Capital
Corporation sold 5,'50.000 shares of common stock in an initial
public offering and approximately 850.000 shares of common .tock in
a management offering. which represents approximately 1f' of the
shares outstanding, thereby reducing AT&T" ownership to 86'. The
shares were sold at $21.50 per share resulting in net proceed. from
the Itock offerings of approximately $115, exclusive of $18 of
recourse loans attributable to the management offering. Had the
recourse loans been included in the proceeds for purposel of
calculating AT&T's gain or lOIS on the s.le, a net gain of 56 would
have been recorded. However, lince the loans are excluded from the
proceeds until collected over the next seven years, a l~ls of $9
was recorded for the three months ended September 30. 1993.

(e) PROV1SION FOR INCOME TAXES - Effective August 1993, the federal
statutory tax rate increased to 35 percent. retroactive to January
J. 1993. For the three months ended September 30, 1993, AT&T
recogr.ized a beneflt of $~~ from adjusting existing deferred tax
balances to reflect the new rate. The benefit wal largely offset
by the effect of the higher rate on income earned in 1993. As a
result. the change 1n corporate income <tax rates will not
materlally impact 1993 net income

If) C~~GES!N ACCOUNTING PRINCIPLES

C~~GE !~ ACCO~TING FOR POSTRETIREMENT BENEFITS OTHER~
FENS!ONS- Effective January 1. 1993, AT&T adopted Statement of
Financial Accounting Standards I"SFAS") No.106, "Employers'
A:cour.ting for Postretirement Benefits Other Than Pensions." This
standard requires companies to acerue for estimated fyture
postretirement benefit expenses during the years employees are
working and earning benefits for retirement. Previoysly, AT.T
expensed retiree health care benefits as claims were incurred and
life inE~rance benefits as plan assets were funded.

Under the new standard. AT&T has an accumulated postretirement
benefit obligation related to past service from current retirees
and active employees. A portion of that liability was provided for
by funding group life insurance benefits and by funding trusts for
health care benefits pr10r to 1993

1n addition, AT&T reimburses the divested Bell System Regional
Holding Companies for a portion of their costs to prOVide health
care benefits, increases in pensions, and other postretirement
benefits to pre-dive.titure retirees under the terms of the
Divestiture Plan of Reorganization. Through 1992, the.e
reimbursements were expenled al incurred. AT&T recognized the
liability for the.e pOltretirement. benefit expenses in connection
with the adoption of SFAS No. 106
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
RESULTS OF OPERATIONS AND FINANCIAL CONDITION

AT&T reporte~ quarterly net income of $1.073 billion, or $.79 per
share, in the thir~ quarter of 1993. an 11 .• percent increase
compare~ with year-ago net income of $963 million. or $.72 per share.
in the thir~ quarter of 1992. For the nine months en~e~ .
September 30, 1993. income before cumulative effects of accountlng
changes was $3.113 billion, or $2.30 per share, compare~ with $2.807
billion, or $2.11 per share in the same perio~ of 1992.

Effective January 1. 1993, AT&T adopted Statement of Financial
Acco~nting Stan~ards ("SFAS") No. 106, "Employers' Accounting for
Postretirement Benefits Other Than Pensions," an~ SFAS No. 109
"Accounting for Ineome Taxes." AT&T reeognize~ the cumulative
effects of accounting changes on prior years in the firlt quarter of
1953, which re~uced net income by $6.640 billion or $4.91 per .hare.
As a result, AT&T reported a lOll of $3.527 billion. or $2.61 per
share. for the nine months of 1993. comp.re~ with income of $2.807
billion. or 52.11 per Ihare in the .ame period in 1992. (See also
Note f). Other than the impact on income taxes from changes in
s~atutory tax rates, these accounting changes are not expected to
have a material effect on net income in future perio~s and they do
not affect cash flows. Effective August 1993. the federal Itatutory
tax rate increased to 35 percent. retroactive to January 1, 1993.
The effect of the higher tax rate on income earned in 1993, resulting
fro~ this change. was more than offset by th' benefit recognized by AT&T
from adjusting existing deferred tax balances llee allo Note e). As a
res~lt. the increase in the corporate income tax rate will not have a
materlal impact on AT&T's net income for 1993.

/

Total revenues reached 516.662 billion in the quarter. a 3.0 percent
increase from $16.180 billion in the same period of 1992. Through
September, total revenues were 2.7 percent ahead of last year. For
both the quarter and nine months. the increase primarily resulted
fro" strong growth 1n sales of products and syltems. principally
network systems an~ microelectronic products. and continuing growth
in financial services and leasing revenues. Revenues from AT&T's long
distance telecommunications services were up slightly from the
year-ago quarter and nine-month period

Co~ared with the same periods in 1992. operating income increased
7.3 percent for the quarter and 5.6 percent for the nine months of
1993. Overall gross margin percentage increased to 39.7 percent from
3&.7 percent for the quarter compared to the same period in 1992.
reflecting effective cost controls eoupled with revenue growth"

The more detailed discussion that follows il ~ased on a comparilon of
the three and nine months ended September 30, 1993 with comparable
periods of 1992, unless otherwise noted
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AT&T CORP.

Benefit Provisions'"

• Eligibility Provisions Post-retirement Health

• Medical Benefit Provision .. Post-retirement Health

• Medical Cost Sharing ProvIsIons - Post-retirement Health

• Dental Benefit ProvislOns Post-retirement Health

• Eligibility and Benefit ProvIsions - Post-retirement Group
Life Insurance

• Eligibility and Benefit Provisions - Post-retirement
Telephone Concession Plan

This appendix provides a summary of the benefits available
to eligible retired employees and their eligible dependents
under the applicable AT&T plan. More detailed
information is provided in the official Plan documents. In
the event there is a conflict between statements in this
summary and the terms of the Plan documents, the Plan
documents will control and govern the operation of the
respective Plans. The Board of Directors of AT&T (Board)
or its delegate reserves the right to modify, suspend, change
or terminate the Plans at any time

* Provisions in effect on Januarv J '9q~
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Summary of Post-retirement Health Plans
Eligibility Provisions

Retirement Eligibility

65
55
50
Any Age

Any Age

Dependent Eligibility

and
and
and
and

and

Minimum
Years of Service

10
20
25
W

'"

Type of Retirement

Service Pension
Service Pension
Service Pension
Service Pension

Disability Pension

Under the Medical Plan, there are three types of dependents who qualify for medical
coverage' Class I dependents and Class II dependents and sponsored children.

Class I Dependents include:

• Legal spouses
• Unmarried children through the end of the year in which the child reaches age

19 (or age 23 if a full-time student), or at the end of the month in which student
status is terminated ifunder age 23

• Unmarried children, regardless of age. who are physically or mentally
handicapped and fully dependent nn the retiree for financial support

Class IT Dependents are individuals who are dependent on the retiree for support, have
lived with the retiree for at least six months. and have total income including Social
Security less than the stated maximum per year This category includes unmarried
children who are not Class I dependents, brothers and sisters, parents and grandparents
(or a spouse's parents or grandparents'! and unmarried grandchildren.

A Sponsored Child is an unmarried child who is not eligible for coverage as a Class I or
Class II dependent Sponsored children can receive coverage through the end of the
year in which the child reaches age 23 regardless of income or residence. The retiree
must pay the full cost of this coverage

The Dental provisions cover only Class I Dependent"
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Summary of Medical Benefit Provisions

I. Plan Benefits

Type Of Expense

HOSPITAL CARE

Inpatient Services:
Semiprivate room, board, and
other services including intensive
care and cardiac units

Private room (if hospital has only
private rooms)

Outpatient Services:

Emergency Care

The Plan Pays 'I<

100% if certified by HealthCheck** for up to 120 days
for each separate stay for most confinements. (30 days
for mental and nervous conditions, or alcohol or drug
detoxification t

90% if certified by HealthCheck** for up to 120 days
for each separate stay for most confinements. (30 days
for mental and nervous conditions, or alcohol or drug
detoxification I

100% of the reasonable and customary charge if
treatment IS glven for

• Emergency first aid within 72 hours after an accident
or the onset of a sudden and serious illness;

or
• Minor surgelY'. diagnostic x-rays, and laboratory tests

at any time

* All categories of covered services and expenses. other than Hospital emergency room care
(when services rendered are of an emergency nature) and Surgical Care, are subject to the
deductible described under Other Covered Charges

** 80% if not certified by HealthCheck. The difference between the actual charges and 80% of
covered charges will not exceed one percent of retirees' annual pension or base pay at the end
ofprevious year
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Summary of Medical Benefit Provisions

The Plan Pays 11

Ambulatory Surgical Facilitv

Preadmission Testing

ALTERNATIVES TO
INPATIENT HOSPITAL CARE
Home Health Care

Extended Care Facilitv

SURGICAL CARE
Surgery

* See n. * on Appendix E. p 4 of 16

100% of the facility charge

100% of the reasonable and customary costs for x-ray
and laboratory tests performed on an outpatient basis
under an approved program

100% of the reasonable and customary charges for most
services provided by an approved home health agency, if
approved by HealthCheck

100% of the reasonable and customary charges for most
services if the care is provided immediately following a
hospital confinement for the same condition and if
approved by HealthCheck. Benefits for the hospital and
extended care facility confinement is limited to 120
days Each dav in an extended care facility is counted as
one-half da\

95% of the reasonable and customary charge. The
other 5%, up to 100% of the reasonable and customary
charge. will be covered under "Other Covered
Charges .,

100% of the reasonable and customary charge for
certain procedures performed on an outpatient basis.
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Summary of Medical Benefit Provisions

Type Of Expense

Outpatient Surgery Incentive

MEDICAL CARE
Diagnostic X-Rays and Lab Tests
(outside the hospital)
Radiation Therapy
Chemotherapy
Electroshock Therapy

Administration of Anesthesia
In-Hospital Doctor's Visits
In-Hospital Consultations
Well Baby Care

CHEMICAL DEPENDENCY/
SUBSTANCE ABUSE
REHABILITATIONC~

* See n * on Appendix E, p 4 of 16

The Plan Pays *

100% of the reasonable and customary charge for
certam procedures performed on an outpatient basis

100% of the reasonable and customary charge - subject
to certain limitations

90% of the reasonable and customary charge - subject
to certain limitations. The other 10%, up to 100% of
the reasonable and customary charge, will be covered
under "Other Covered Charges"

100% of charges for inpatient care and 80% of charges
for outpatient care if received in an approved program ­
up to 30 days for each separate stay. (Outpatient limit
is 30 visits per calendar year.) Benefits are limited to
two stays and apply only to the retiree and Class I
Dependent~


